














































































































Attachment A

Jordanelle Special Service District

I J Ol'danene P.O. Box 519

— Heber City, UT 84032
1 OFFICE: (435) 654-9233
FAX: (435) 657-9582

April 8, 2015
Via E-mail and Hand Delivery

John Dougall

State of Utah

Office of the State Auditor

Utah State Capitol Complex

East Office Building, Suite E310
P.O. Box 142310

Salt Lake City, Utah 84114-2310

Jordanelle Special Service District
Audit Report No. 13-JSSD-8L (the “Audit Report™)

Dear Mr. Dougall:

This letter represents Jordanelle Special Service District’s (“JSSD”) response to the
“DRAFT” Audit Report delivered to JSSD’s Board of Directors on March 13, 2015. The Audit
Report includes the Findings and Recommendations of the Auditor based on the audit of JSSD that
your office commenced over a year ago to “investigate allegations of mismanagement and potential
misappropriation of public funds.” It is our understanding that this letter will be included in the final
Audit Report as JSSD’s official response to the Findings and Recommendations made by the
Auditor.

To begin with, JSSD welcomes the Recommendations made by the Auditor with regards to
its internal controls. Every organization can benefit from an audit and the Audit Report shows JSSD
could have had better internal controls in place for the period covered by the Audit Report. It is
important for any organization to regularly evaluate its procedures and internal controls, and then to
improve them as recommended. JSSD appreciates the opportunity to improve and provide this
response to the Audit Report.

In doing so, we trust the Auditor will take JSSD’s comments in the vein that they are offered,
which is to identify concerns the District has with some of the Findings (not Recommendations)
based on the record provided. This is not intended to excuse the need for improvements in JSSD’s
internal controls. However, JSSD is compelled to distinguish between the conclusions of some of the
Findings based upon the record provided and investigated for the Audit Report and the
Recommendations. A summary of these concerns are as follows:
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1. Although JSSD welcomes the Recommendations, the Auditor did not find any
mismanagement or misappropriation of public funds.

JSSD understands that the Audit Report was done pursuant to Utah Code Ann. § 67-3-1(4)
whereby it performed a *“special purpose audit.” In doing so, we understand the Auditor did not
follow generally accepted audit procedures because the nature of the audit was to “investigate
allegations of mismanagement and potential misappropriation of public funds.” Although the Audit
Report found “internal control weaknesses” it did not find any mismanagement or misappropriation
of public funds. JSSD has and will continue to monitor and improve upon its internal controls as
recommended and is prepared to move swiftly to correct and enforce any transactions involving
mismanagement or misappropriation of public funds.

2. Although the Recommendations are helpful, the Auditor’s office has ignored its
policy of generally not investigating complaints that are the subject of litigation
and JSSD is concerned that the Auditor’s office could potentially be used by
litigants to gain a tactical advantage.

Since the Auditor commenced this investigation in late January of 2014, JSSD raised
concerns that the investigation was being undertaken for the benefit of private litigants. In the
District’s letter to the Auditor’s office on January 31, 2014, and in repeated verbal and written
communications thereafter, JSSD informed the Auditor’s office that it was embroiled in contentious
litigation with customers served by JSSD. It explained that the “anonymous” tip to the Auditor’s
office was likely from a disgruntled landowner and litigant within JSSD’s jurisdiction and that the
Auditor should follow its own policy which is not to accept or pursue such investigations when
parties are embroiled in pending lawsuits. (http://auditor.utah.gov/hotline/, Related Issues
(“Complaints that are currently under investigation by another entity will generally not be
accepted.”)) Although JSSD welcomes this investigation, it appears the Auditor’s office has ignored
its own policies in doing so.

3. Missing from the Audit Report is an acknowledgement of JSSD’s timely
response to the Auditor’s concerns reviewed in a full day’s meeting last July by
implementing certain controls, policies and procedures as then recommended.

JSSD welcomes the Audit. What is noticeably absent, however, from the Audit Report is an
acknowledgement that JSSD heard the Auditor’s concerns back in July of 2014 when they had a full
day meeting with the Auditor’s office, and have implemented specific controls, policies and
procedures as recommended that demonstrates the concern and responsiveness of JSSD.

4. While JSSD acknowledges the clear importance of internal controls over all
transactions, it is inaccurate for the Auditor to project general control
weaknesses to all transactions, especially with the majority of transaction
classes never being tested by the Auditor.

It is important to note that the Auditor did not test all transaction classes within JSSD. The
Auditor’s efforts focused solely on certain transaction classes such as credit cards, gas cards, and per
diem payments. In fact, the sum total of all transactions tested by the Auditor amount to less than 1%
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of all transactions over the same period of time. While JSSD acknowledges the clear importance of
internal controls over all transaction classes, it is inaccurate to project control weaknesses from one
transaction class to all other transaction classes that were not tested by the Auditor.

5. JSSD has been anxiously awaiting the final Audit Report, not delaying it.
However, given the similarity between the Auditor’s investigation and on-going
litigation , JSSD was cautious in its production of records —making some
delays inevitable (although JSSD can appreciate the Auditor’s concern over
some delays).

In light of the concern over the Auditor’s office being used by private litigants to gain
information and/or findings that could be used in their respective cases, JSSD was cautious in its
production of records. The Auditor criticizes JSSD and concludes that it has a “weak control
environment” because it “resisted, delayed and opposed” requests for information. Although the
Auditor’s office may have perceived delays in some circumstances, JSSD did not seek to resist,
intentionally delay or oppose the Auditor’s request for information. JSSD was careful to inspect and
ensure all records were made available and that the responses were accurate. This vetting process
inevitably resulted in some delays . JSSD cooperated thoroughly and completely with the Auditor’s
request for information over a thirteen month period. JSSD Excel Spreadsheet provided the Auditor
with the level and scope of its cooperation. It also openly admitted when it was unable to locate
some records (a concern to JSSD leading to process changes), it was not because JSSD was resisting
or opposing such production.*

6. The Auditor sought materials going back more than six (6) years despite the
Auditor’s policy that complaints are generally not accepted if the alleged
wrongdoing has been more than two years ago, and the investigation extends
beyond a period in which JSSD was statutorily required to retain records
related to the audit.

JSSD understands that the investigation was primarily for the period of January 2008 through
January 2013, although the Auditor also examined internal controls for other periods which in some
instances date back over fifteen (15) years ago. JSSD is concerned with the time frame of the audit
period in two respects: To begin with, the State Auditor’s own website provides that complaints are
generally not accepted if the time elapsed since the alleged wrongdoing has been more than two
years. Here, the Auditor sought (and in many instances obtained) materials going back more than six
(6) years. (http://auditor.utah.gov/hotline/, Timing.) Next, the investigation extends beyond a period
in which JSSD was required to retain certain records that requested during the investigation. On
January 31, 2014, JSSD informed the Auditor that it follows the Utah Municipal General Records
Retention Schedule. This fact is important because the Audit Report is critical of the absence of

! It bears noting that many of the requests for information by the Auditor paralleled requests and/or
allegations being asserted by private litigants, including the claims of mismanagement and
misappropriate of bond funds.
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records (particularly the credit card information) that the District was permitted under Utah law to
discard after the passage of more than four (4) or six (6) years ago. (See Utah Municipal General
Records Retention Schedule, http://archives.utah.gov/recordsmanagement/grs/mungrs-list.html.) It is
reasonable that certain records may not have been retained in accordance with the Schedules imposed
and adopted by the State of Utah.

With the foregoing comments in mind, attached hereto are JSSD’s Responses to the Findings
and Recommendations set forth in the Audit Report. We thank the Auditor and his staff for the
opportunity to provide these responses and look forward to working with the Auditor in the future.

Thank you for your consideration. Let us know if you have any questions.

Very truly yours,

Michael Kohler, Chairman

Enclosures

ce: Mark R. Gaylord, Esq.
Randall Larsen, Esq.
Steve Capson
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Gaylord, Mark (SLC)

From: Steve Capson <src@khsa.biz>

Sent: Friday, February 13, 2015 12:47 PM

To: Gaylord, Mark (SLC)

Subject: Fwd: JSSD Policies and Procedures

Attachments: JSSD Admin Policy and Procedures Manual- 10-02-14.pdf; ATT00001.htm

Stephen R. Capson, CPA
(Sent from my iPhone)

Begin forwarded message:

From: Steve Capson <src@khsa.biz>

Date: October 7, 2014 at 3:19:28 PM MDT

To: "leslielarsen@utah.gov" <leslielarsen@utah.gov>

Cc: "dmatthews@issd.us" <dmatthews@jssd.us>, "Darrel Scow (darrel@jssd.us)" <darrel@ijssd.us>,
"Van Christensen {vchristensen@utah.gov)" <vchristensen@utah.gov>

Subject: JSSD Policies and Procedures

Leslie,

We have been waiting for your findings before adopting our administrative policies and procedures. We
understood that you would be busy with the State’s CAFR and, according to you, your findings could
take a “couple of months” to complete. However, after several months and after receiving yet another
request for documents, we could no longer wait to adopt our policies and procedures for an audit that
seems endless.

| received a copy today of the JSSD Administrative Policy and Procedure Manual adopted by the Board
last Thursday (October 2, 2014). | converted it to a PDF and have bookmarked it for you convenience.

Stephen Capson

Confidentiality Notice: This e-mail, including attachments, contains confidential information belonging to the
sender and may be legally privileged. If you are not the intended recipient (or authorized to receive for such
recipient), any review, copy, use, disclosure or distribution is strictly prohibited. If you have received this
transmission in error, please advise the sender by replying to this message or by telephone (at 801-521-7620),
and then delete all copies of it.
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Leslie Larsen, CPA, CFE
May 19, 2014
Page 2

With regards to the “Closed Meeting Minutes” from January 2008 through December 2011,
as we mentioned to Mr. Tonks when he came to review the Closed Meeting Minutes for 2012 and
2013, JSSD has undertaken an exhaustive search for the minutes from the “executive sessions” prior
to 2012 without success. Apparently, JSSD’s former employee, charged with taking and recording
minutes during the JSSD board meetings, had maintained these records on her computer. When she
left JSSD, as a shared employee, it appcars that the Closed Meeting Minutes were inadvertently
deleted from the computer. JSSD has continued to review its files to determine if any of the Closed
Meeting Minutes were retained in hard copy, but that too has proven unsuccessful.

Finally, with regards to the information sought by the Subpoena, JSSD objects to the
inference that JSSD held executive session meetings during each board meeting for a four year
period. That simply was not the case. A review of JSSD’s minutes for the same time period reveals
that only four times during the 2008, 2010 and 2011 did JSSD hold an executive session, while it
held five such meetings in 2009,

In closing, JSSD continues to be concerned about the Auditor’s investigation to the extent
that it would appear the Auditor’s office is being used to further private litigants’ lawsuits. Much of
the information the Auditor has sought from JSSD parallels the very claims and charges being
leveled at JSSD in no less than four separate lawsuits. We would very much like the opportunity to
meet with you and Mr. McDougall to address our client’s concerns. Although we welcome the
Auditor’s inquiries, we trust you can understand the concerns we’ve raised with you in prior
communications.

Thank you for your consideration. Should you have any questions regarding the foregoing
please do not hesitate to give me a call.

Very truly yours,

IBW SPALIR J A

Mark R. Ghylord

MRG/mjg
Enclosures
cc: Melanie Vartabedian, Esq. (via email)
Paul Tonks, Esq. (via email)
Mr. Jay Price (via email)
Mr. Steve Capson (via email)
Mr. Michael Kohler (via email)
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